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MERLAND EXPLORATIONS LIMITED 


DIRECTORS’ REPORT TO SHAREHOLDERS: 


Your directors are pleased to present this Report on the Company’s affairs for the twelve month 
period ending December 31, 1971, together with the audited financial statements. 


HIGHLIGHTS 


@ Nine wells were drilled on Merland properties in the Jarrow and Westlock areas 
of Alberta, three at no cost to the Company. Seven wells were completed as 
gas producers and two abandoned. Gas from the Jarrow area is being delivered 
to Trans-Canada Pipelines at a rate of 2 million cubic feet per day. Four to 
six wells will be drilled by others on these holdings under farmout arrangements. 
Merland’s proven and probable gas reserves are in the order of 12 billion cubic 
feet. 


@ In Jamaica a promising base metal discovery has been made in the Hope Mine 
Area near the capital city of Kingston. Initial trenching and diamond drilling 
has exposed a mineralized deposit, predominantly zinc and lead with silver 
and gold values. An accelerated programme of trenching and drilling is 
underway. Merland has working and indirect interests totalling 40% in the 
licenses. 


@ Parquet Flooring Division sales were substantially higher in 1971 and profits 
increased to $88,000. The acquisition of this manufacturing company in 1970 
has proven to be an excellent investment and it should continue to prosper 
and maintain its share of the commercial and housebuilding market. 


@ Merland shares were listed for trading under the Oil Section of The Toronto 
Stock Exchange in December 1971 and subsequently, the Company withdrew 
its shares from trading on the Vancouver Stock Exchange. 


FINANCIAL 


In the fiscal year ended December 31, 1971, the Company reported an operating profit of $3,955, but 
will show a substantial increase in its deficit account due to a write down on marketable securities of 
$221,774 and a write off of investments in an exploration company and project exploration expenses of 
$98,991. It is management's opinion, supported by the break up values and earnings potential behind its 
securities that a substantial recovery in the investment portfolio can be anticipated. 


The Company’s working capital has improved by $115,000 following the April 1972 cash sale of 
a portion of its Jarrow area reserves and is now approximately $425,000. The discounted present worth 
of the newly acquired gas reserves and gathering system in Jarrow and Westlock are conservatively estimated 
to be in excess of $500,000. 


Day to day operations in 1972 will produce a modest cash flow with exploration funds being 
provided from the sale of properties. Developments in Jamaica might well require the consideration of 
some financing in the near future. 


PETROLEUM EXPLORATION 
Jarrow: 


Since acquiring this 53,000 acre property in the spring of 1971 seven wells have been drilled of 
which five were completed as gas producers. In the north part of the acreage, Merland drilled five wells, 
completing three and abandoning two. Merland’s working interest share of proven and probable reserves 
in this area is estimated to be 9 billion cubic feet of gas. Two million cubic feet of gas per day is currently 
being delivered to Trans Canada Pipelines under a 25 year contract at prices of 18¢ per thousand cubic 
feet, plus escalation. Unitization of reserves is underway with Merland acting as Manager/Operator of 
the Unit. 


In the south part of the acreage, two successful gas wells were drilled under a farmout to the 
Ranger-Pennant Group, at no cost to the Company. Subsequently Merland sold its interest in these two 
wells to the farmees, realizing a profit of $110,000. 


The Company retains a 40-50% interest in 32,500 acres of undeveloped land in Jarrow, part of 
which has been earned with the balance under option from King Resources Company. 


The prospects are favourable for substantially increasing the size of presently developed reserves 
and negotiations are underway for two wells to be drilled under farmout, at no cost to Merland. 


Aden: 


Merland and its partner Francana Oil & Gas Ltd. have farmed out 640 acres for a well which is 
to be drilled to test all potential zones down to the top of the Mississippian (approximately 3,200 feet). 
It is expected that drilling will commence shortly and this hole will help in evaluating 2,720 acres of 
offsetting leases in which Merland has working interests of 10 to 45 percent. 


Future Exploration: 


Merland has acquired a regional geological study covering some 200 Townships to the north of 
its Westlock acreage, extending into Marten Hills. This is an area which is sparsely drilled and has 
considerable potential for shallow gas. The geological mapping suggests that there are at least twenty 
prospective areas on which drilling can be recommended, some of which have reserve potentials of up 
to 100 billion cubic feet. Merland intends to acquire land in this area by purchase of Crown lands and 
by farm-in from other companies and then to explore the prospective areas by drilling. It is planned to 
spend $500,000 on this programme in 1972 and an additional $500,000 in 1973. The company intends 
i raise part of the funds for the programme from other exploration companies who will participate in 
the project. 


Because of the increasing shortage of natural gas and the expected increase in prices the Company 
is highly optimistic that this project will result in a major expansion in Merland’s reserves and revenues. 


MINERAL EXPLORATION 


Jamaica: 


Since 1969, the Company’s rather extensive explorations programme in Jamaica, has uncovered a 
number of areas with intriguing metal possibilities, deserving additional work. Its attention however, has 
recently been concentrated on an area, referred to as the old Hope Mine property, located a mile or two 
from the northeastern outskirts of Kingston. Work, entailing diamond drilling and trenching, is underway 
in an effort to establish the limits of a recently discovered zone of lead-zinc mineralization, which also 
appears to have appreciable silver and gold values. 


The history of the old Hope Mine proper dates back to the time of the Spanish occupation during 
the fifteenth and seventeenth centuries. Records indicate that the old workings were mined for lead, 
zinc and silver and subjected to exploratory efforts at various intervals over the centuries. The most recent 
mining operation appears to have occurred around the middle of the nineteenth century. The workings 
were reopened and the immediate mine area was examined in some detail during the early and mid fifties 
largely, it seems, in search for copper. Though it was estimated that the Hope Mine zone still had remaining 


some 200,000 tons of mineralization grading between 10 and 20% lead-zinc combined plus gold and silver 
values, little effort was extended in search of these metals outside the mine area itself. 


In the Fall of 1971, Merland cut a grid with the base line stretching slightly east of north for 2,200 
feet. Cross lines at 200 foot intervals were extended approximately 1,500 feet in both east and west 
directions. The most northerly of the old Hope Mine workings, the No. 1 Adit, is located near the vicinity 
of line 4 South on the base line. The recent metal discovery is located topographically higher and 6 to 8 
hundred feet north of the No. 1 Adit. 


Detailed geochemical soil samples along lines 0, 2 and 4 North for several hundred feet on both 
sides of the base line indicate a major anomalous condition. Trenching along lines 0, 2 and 4 North, near 
the base line has uncovered a highly weathered and oxidized zone of lJead-zinc mineralization over 30 to 
50 foot widths. Both the mineralization and rock association resemble those found in the old workings. 
The mineralization also appears to be concentrated in a brecciated zone, which strikes in a northeasterly 
direction along the base line, dipping roughly 45 degrees to the northwest. Aerial photographic study 
indicates that the zone extends for a half mile north beyond the limits of the original grid system. The 
grid now extends 3,500 feet north of the No. 1 Adit and detailed examination of the area is underway. 


A geochemically anomalous situation, located in the area of the Hope Flats on Line 16 South, 
several hundred feet downhill below the old workings is now considered to be of minor significance. 
Diamond drill hole No. 1, located on an I.P. anomaly and drilled to a depth of 300 feet was barren. 


Diamond drill hole No. 2, drilled to a depth of 396 feet and located midway between lines 6 and 
4 South about 400 feet west of the No. 1 Adit found minor values. This appears to be the southerly 
limit of the main zone. 


Diamond drill hole, No. 3, located on line 2 South - 450 West and about 600 feet northwest of the 
No. 1 Adit, is presently drilling at a depth of 400 feet in the expectation of intersecting the down-dip 
extension of the main zone. 


The working interest partners have budgeted $90,000 to support the current drilling and trenching 
programme through to the end of July. The Company’s geologists feel confident that exploration activity 
now underway will define the economic dimensions of the deposit within that period. The exploration 
licenses covers an area of approximately 14 square miles, fully protecting the area of interest. 


MANUFACTURING 
Parquet Division: 


The Parquet Flooring Company division has once again made an important contribution to the 
Company’s cash flow and profits. In 1971 sales returned to anticipated levels and a profit of $88,471 was 
achieved. The Division looks forward to continuing good business tempered only by the possible short 
supply of raw material. 


The Board of Directors wishes to express its appreciation for the contributions made by the 
Company’s staff, exploration personnel and technical consultants. Your Company’s management is 
determined to achieve the maximum exposure to exploration possibilities both in the mineral and petroleum 
fields and will continue to keep its shareholders advised of all significant developments. 


Submitted on behalf of the Board, 


May 26th, 1972. GEORGE T. SMITH, President. 
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MERLAND EXPLORATIONS LIMITED 


AND SUBSIDIARIES 


CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 


Year ended December 31, 1971 


with comparative figures for the fifteen months ended December 31, 1970 (note 1) 


Funds provided: 


Bank advances due after one year (note 5) ...........0.0eeeeeeees 
Accounts payable excluded from current liabilities (note 5) ......... 


Recovery of costs of marketable securities pledged as deposits to cover 


work commitments on exploration permits ................00- 
Bileno) vendor of-sharesir a: subsidiary s5,00 45 sed ese dvi ees 
Proceeds from issue of share capital ............0.cccceececenenes 
Proceeds from transfer or sale of interests in exploration projects .. 
Proceeds from sale of interests in projects ..............00eeeeeeee 
Reduction of long term portion of mortgage ..............00e sees 


MOCAD SM OVIGEON ta cross as Selec corle trata ssn de eee 


Funds used: 


For operations: 
INGIMIGIS Sep orb rearen Cra eat teree wie ere mats araysl ¢ helena Gide has 
Deduct (add) charges (credits) not involving funds: 
Gain on sale of interests in projects .......-...0.0eee eee 
CNCP CUA OM roar ay aoe, Cielo s emtaeas aay ak opie ty vse aity/ot oh apo vOut e 
Investment in mining exploration company written off ...... 
Project exploration expenses written off ..............60, 


PUMAS USEC FOr OPEFALIONSY init sere a os add ales mints woleinen ners 

Acquisition of fixed assets, including in 1970 those relating to the 
PANAUEE MOONEE OPCTAMONS at poles cane ose eae Cee cite ae oa as 
Project exploration expenses, net of amounts recovered ............ 
Investment in shares of mining and oil exploration companies ...... 
Payment to vendor of shares in a subsidiary ...............005005- 


PGA, LUSSIER EISEN tote teh nk ticacd poe area ad Peter ees 


Net decrease in working capital ..............-.005- 


Working capital, beginning of period ........... see cece eee e renee enees 
Working capital, end of period ........6 cee seen rece een e ner teees 


Net decrease in working capital ............0..200000. 


Year 
ended 


December 31, 


1971 


$ 288,000 
38,000 


347,176 


323,977 
(6,906) 
20,238 
47,548 
51,443 

112,323 

211,654 


6,237 
157,677 


213,500 
589,068 
$ (241,892) 


————_—_—_—— 


$ 587,825 
345,933 


$ (241,892) 


_—_—_—_—_—_—_ 


See accompanying notes to consolidated financial statements. 


Fifteen 
months 
ended 
December 31, 
1970 


101,598 
213,500 


50,000 
43,000 
5,935 


413,633 


155,410 


(92,384) 
18,964 


48,192 
(25,228) 
180,638 


135,789 
240,368 
36,000 


592,795 


$ (179,162) 


md 


$ 766,987 
587,825 


$ (179,162) 


———————____= 


MERLAND EXPLORATIONS LIMITED 


AND SUBSIDIARIES 


CONSOLIDATED STATEMENT OF PROFIT AND LOSS AND DEFICIT 


Year ended December 31, 1971 


with comparative figures for the fifteen months ended December 31, 1970 (note 1) 


Oil and natural gas: 
Sales ‘of crude oil:and ‘naturalgas wi) a ees. ee sae el eee 


Operating expenses applicable thereto: 


Operating “COStS 5 aie wikis ieieir wie a ae eile ote de ay ntel Sieve Whee ee tate eter ar renene 
Royalties 


S © (06 6. 0 @ ye) wie ce) w 0 \0 1 #0) 66 (6) 0 te 6 0.0 16 (0 ue le yoo je lela 9! 6.6) a 0) 01s) 6 eel e\e « eke 


Excess of proceeds of sales of crude oil and natural gas over 
operating expenses exclusive of depreciation and amor- 
tization 


C0 © 6,0 0 oe.8.'2 see! wKete\e\e 6 le ehe ee) oe je) Fa ake 186) 6 Sis! (0) ee) ave oe! 


Parquet flooring: 
Net sales icc 6 eapdle Soe sth ecb te a tee sah octet ode eo ev eee ene 


Cost of sales: 


Materials ose. os coy: sian’ Sand evnis. shee es Rieti Seen net tea ote cae 
LADOUT 5 dis oe ase 6 6 aiata va lacdense cate nico ts ete ae ee nee ne ene On 
Factory expenses, including depreciation of $16,072 

(1970 — $12,678) 


Gross. rOfit: 8.02.08 ca ar gaceeenahae ein te ete ae ee eee ee ee 
Direct selling, general and administrative expenses .........ee22000- 


Net profit on Parquet flooring ..........eseccceceeess 


Other income: 


Gain on sale of interests in projects — net .........ccceceeceececes 
Management ‘fees 24 720/25. Sv a ee SNE Ree pela eee CL Eee 
Interest 


Year 
ended 


December 31, 


1971 


» See Pa S: 


169 


525,010 


219,824 
107,817 


60,538 
388,179 
136,831 


48,360 


88,471 


88,640 


1,498 
31,281 


Fifteen 
months 
ended 
December 31, 
1970 


$ 3,241 


1,285 
257 


1,542 


314,172 


139,069 
57,605 


50,341 
247,015 
67,157 
33,206 


Saj9D4 


SSS 


35,650 


92,384 
18,710 
21,615 
4,675 
555 


137,939 


—— 


Fifteen 


Year months 
ended ended 
December 31, December 31, 
1971 1970 
BIOUENUORMIATC u8 yiarst-/s hah AE oe eee uk iota ale $ 139,446 $ 173,589 
General and administrative expenses, 
net of amounts allocated to projects: 
PUAMACCITION Cee rE Dat mr a eat Seals Agen ghd bey Lula tag Gee tt lie nae bevel e 30,000 23,300 
Iilerestcane aalimucnalr ees sama .ceie Ss setae ciation siaco wea Bearers ccs an 27,093 20,225 
TER] pS pgs OPS RP I OT OTT OS Fh ee a Ae Se 23,984 18,277 
Bema OMCiaUGT CLECs iiaiere 1k orale car uate seer e ekceooa re ees oek Scie Ok ose 17,536 20,167 
MPALISECEAG CIN Ge LCCENIS fra ater R oc nl Po are varie Siete koety’ Ws ,2 hein seis ale ack 6 2,646 5,037 
ENE ee pla Bewdley G0 ARO Res iat IE AL AEA DMR ae ta Gr aR Wr 6,305 7,878 
PROPECIA ietattacte aielr thet Ss cis ee Seen pha wis oad abe gait ess 4,166 6,286 
BETES LS TY EC IS SPS OR Va REO DE ae gE PS 4,352 5,070 
Special reports and annual meeting ................ceeeeeceee eens 3,057 4,157 
Pelennonerancie t1eera piven taney skeet ancy sacks sg fosacebsta'd seater bis 2,304 3,954 
CORBIN AI COR At ecient a al hsieeeyxlete) « oUeusidie cial ood vishiss bie ws erefs a0 o, video 6,835 3,606 
Ee ee er VR A Socom Gee ed ee 7,213 12,350 
135,491 130,307 
31955 43,282 
Other charges: 
Investment in mining exploration company written off .............. 47,548 — 
Project exploration expenses written Off ................. sees eee 51,443 48,192 
Increase in provision for decline in value of marketable securities 
ATRL BIS) ee eine iN RL ern eee st: sete AIRES ee eE NRE aie) 4) 45,085 150,000 
Loss on sale of investments — net ............ cee eee eee ee ee ee eee 176,689 — 
Listing expense for Toronto Stock Exchange ................-5e0000- 4,067 ~- 
324,832 198,192 
Net loss before taxes on income ...........2.0.00e08- (320,877) (154,910) 


Taxes on income of a subsidiary company 500 


ED Sots Ep AG OPE OE a oR (155,410) > 
Diet icl PHC RIRINDS OLLI aay Coen STR ois oss es wisn hike ceeice eed owen ; , 


Deficit, end of period $ 802,164 


ROTORS PET Stake OULSIANGING cs sheits ne sie heehee clean slo's cule an Oa Ob 0s ‘ $ .038 


See accompanying notes to consolidated financial statements. 


MERLAND EXPLORATIONS LIMITED 


AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 1971 


The financial year end of the parent company was changed, in 1970, from September 30 to Decem- 
ber 31. 


Subsidiary companies whose accounts are included in these consolidated financial statements are 
Northwest Oils Limited, Amerco Investments Limited and Parquet Flooring Company Limited. 


In the year ended December 31, 1971 the parent company disposed of its 60% interest in Conquest 
Oil & Mining Co. Limited, receiving therefor 36,000 shares of Acme Investments Limited (Acme). The 
investment in Acme is carried at $36,000, the cost of the company’s original investment in Conquest 
Oil & Mining Co. Limited, and is included in the balance sheet in “Shares in mining and oil exploration 
companies, at cost”. 

Marketable securities have been included in the balance sheet at aggregate cost, $526,224, less a 
provision of $206,662 for decline in overall value. 


During the year ended December 31, 1971, options were exercised resulting in the issue of shares as 
follows: 


Number of shares Price per share Total amount 


17,500 $ .50 $8,750 


At December 31, 1971, there were options outstanding with respect to the shares of Merland 
Explorations Limited as follows: 


Options held by officers of the company: 


Number of shares Price per share When exercisable 
50,000 $ .50 On or before June 30, 1972 
17,500 WE On or before June 30, 1972 
15,000 1.00 After July 1, 1972 and on or before June 30, 1973 
15,000 as On or before August 31, 1972 
15,000 1.00 After September 1, 1972 and on or before August 31, 1973. 
Options held by the manager of the Parquet flooring division of the company: 
Number of shares Price per share When exercisable 
10,000 $ .75 On or before February 29, 1972 
10,000 1.00 After March 1, 1972 and on or before February 28, 1973 
10,000 1.25 After March 1, 1973 and on or before February 28, 1974 


During the year ended December 31, 1971 the parent company arranged bank credits totalling $450,000 
repayable over five years. Of this amount $300,000 is secured by certain of the marketable securities, 
a general assignment of book debts and an assignment of the 72% mortgage receivable and $60,000 
is secured by the company’s 40% interest in petroleum and natural gas purchase contracts covering 
production proceeds from certain gas properties. It is proposed that the balance of the advances, 
$90,000 will be assumed in 1972 by Conquest Oil & Mining Co. Limited which company holds the 
remaining 60% interest in the petroleum and natural gas contracts, and applied against the indebtedness 
of that company to Merland (included in “accounts receivable”). The $90,000 has accordingly, been 
included in “bank advances repayable within one year’ in the balance sheet. 

Subsequent to December 31, the company has arranged further Section 82 bank advances of $38,000. 
This additional loan is repayable over a period of five years and is to be used to liquidate certain 
current liabilities incurred for the building of the gas gathering system. Accordingly, such liabilities 
have been excluded from current liabilities. 


There are accumulated losses and unclaimed development and exploration expenditures which may 
be available for deduction in determining the company’s taxable incomes of future years. 


The company has 7 directors and 4 officers, 3 of whom are directors. In the year ended December 31, 
1971, no remuneration was paid to directors or officers for their services as directors or officers. The 
company is charged a management fee which includes charges for the services of certain officers. 


PEAT, MARWICK, MUITCHELL & CO. 
CHARTERED ACCOUNTANTS 


P.O. BOX 31 
COMMERCE COURT POSTAL STATION 
TORONTO, ONTARIO 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet of Merland Explorations Limited and 
subsidiaries as of December 31, 1971, and the consolidated statements of profit and loss and 
deficit and source and application of funds for the year then ended. Our examination included 
a general review of the accounting procedures and such tests of accounting records and other 


supporting evidence as we considered necessary in the circumstances. 


In our opinion, these financial statements present fairly the financial position of the 
company and subsidiaries at December 31, 1971 and the results of their operations and the 
source and application of their funds for the year then ended, in accordance with generally 


accepted accounting principles applied on a basis consistent with that of the preceding year. 


Toronto, Ontario PEAT, MARWICK, MITCHELL & CO., 
April 24, 1972 Chartered Accountants. 
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